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AGENDA | TEM

Di al ysis services: assessing paynent adequacy and
updati ng paynents -- Nancy Ray

M5. RAY: Good norni ng.

Recal |l last nonth we discussed two aspects of
out patient dialysis paynent policies. First, we
di scussed assessi ng paynent adequacy and updating the
conposite rate for 2005. W do this annually so that
Medi care's paynents can cover efficient providers' costs
and in doing so naintain beneficiaries' access to care.

The second issue we discussed |ast nonth
concerned |inking paynents to quality, and in doing so
inproving the quality of outpatient dialysis care.

Currently Medi care has no nmechanismto
directly reward providers and here we're talking about
dialysis facilities and the physicians who treat
di al ysis patients who inprove quality. Recall that in
our June 2003 report the Conm ssion endorsed using
gquality incentives.

So let's nove on to our assessnent of paynment
adequacy. Qur franmework exam nes six factors to assess
paynment adequacy and the first is beneficiaries' access.
Here we' ve concluded that beneficiaries don't appear to
be facing systematic barriers in accessing care. W did
an analysis of the pattern of facility closures, and
this suggests that beneficiaries should not be having
probl ens accessing care in rural areas, HPSAs. In
addition, the percentage of the population that is
mnority and that the percentage of the househol ds
recei ving public assistance incone does not appear to be
correlated wwth facility closures. Rather, facility
cl osures seemto be associated with facilities that are
smal |, hospital -based, and non-profit.

A second factor we consider in our paynent
adequacy framework is the volune of services. And here
we' ve | ooked at the volune of services in terns of
Medi care paynents because we don't have a conmon unit.
And let nme just spend a little bit of tinme tal king about
each of these bars.

The first bar shows the average annual growh
in paynments for conposite rate services between 1996 and
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2001. These have been growi ng by about 6 percent. The
growh is primarily being driven by the growth in the
beneficiary popul ation, which is also roughly at about 6
percent .

The next bar shows a 12 percent average annual
growh in paynents for erythropoietin. This bar, the
increase is being driven both by the increase in the
patient population as well as by the increasing dose of
eryt hropoi etin between 1996 and 2001. Recall that
erythropoietin, the paynent rate is set by Congress and
t hat paynent rate was not changed between 1996 and 2001.

The third bar is the rate of growh for other
i njectable drugs. This includes vitam n D anal ogs,
injectable iron, injectable antibiotics. Between 1996
and 2001 the average annual growh in paynents for these
drugs was about 25 percent. The growth in these
services is being driven by a conbination of the growth
in the patient population, the increasing acquisition
cost because there has been sonme substitution from ol der
drugs to nore new costly drugs.

Your mailing materials also note that there is
sonme variation in the use of these drugs by provider
type.

So here we can conclude that the vol ume of
services is growing, is keeping up wth the nunber of
patients.

A third factor we look at in our framework is
quality of care. Here we've concluded that quality is
i nproving for sone neasures. CMS's data shows
substantial inprovenents in dialysis adequacy and anem a
bet ween 1993 and 2001. However, CMS's data al so show
t hat ot her measures are flat, specifically nutritional
nmeasures and vascul ar access care. | think this
denonstrates the need for continued efforts to inprove
guality and to address these continued concerns about
dialysis quality. Later on in the presentation we wl|
di scuss the use of quality incentives as a neans to
i nprove quality.

This slide shows the proportion of for-profit
facilities is growing. W show this as an indirect
measure this time of access to capital, which appears to
be sufficient. Last nonth you had asked about the
growh in the for-profit chains and where this growh
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was conmng from So we conpiled information fromtheir
SEC filings and annual reports and that showed that in
2002 the four major national chains, they opened 104
facilities and acquired 35 facilities in 2002. So

bet ween the openings in 2001 and -- I'"msorry, total
nunber in 2001 and total nunber in 2002, there was about
roughly a 5 percent growth in the nunber of facilities
operated by the four major chains.

Just to give you a frame of reference, in 2002
there was a total of about 4000 dialysis facilities and
about two-thirds were operated by these four national
chai ns.

Let's nove on now to the Medicare margin
Here we have calculated it for 2001. W used 2001 cost
report data because of the | ow proportion of facilities
that are in the file available from CM5 for 2002.

So here we see that the Medicare margin is 5.2
percent for all facilities, 5.4 percent for urban
facilities and 4.3 percent for rural. These 2001 date
are adjusted by an audit factor. 1996 is the nost
recent year that cost reports were audited. Qur
anal ysis indicates that audited costs are 96 percent of
reported costs. Recall that ProPAC included an audit
factor in their update analyses and an ol der audit found
that audited costs were 88 percent of reported costs.

| do want to nention here that data presented
by the major chains, they have used their 2002 data and
t hey have cal cul ated a 2002 margin of basically zero,
roughly zero. W have a couple of concerns with this.
First, it does not include the audit factor. And
second, we have issues with how they have cl eaned the
dat a.

So now let's nove on to our estinmated Medicare
margin for 2004. W start our estinmation process by
begi nning with our 2001 paynents and current |aw does
not update the conposite rate for 2002, 2003 or 2004.

So projecting out our 2001 data to 2004, it yields a
margin of 2.7 percent. This includes a conservative
assunpti on about the increasing proportion of paynents
for injectable drugs relative to conposite rate
services. |If you renove that conservative assunption
the margin would be lowered by .6 of a percent. So it
woul d be lowered to 2.1 percent.



So to summari ze, our analysis of market
factors suggest that beneficiaries are not -- go ahead

MR. HACKBARTH. | was thinking about what you
just said and | just want to nmake sure | understand the
nature of the conservative assunption.

MS. RAY: Here's what we did. |If you recal
in your mailing materials, we showed that the proportion
of payments for injectable drugs relative to conposite
rate services has increased from 1996 it was 30 percent.
In 2001 it was 40 percent. But | only used the nost
recent three-year trend from 1999 to 2001. And there
it's actually -- it's a 37 percent to 41 percent
increase. So the 2.7 percent nunber woul d have been
higher if | used the '96 to '01 trend for the |onger
time period because the share has increased nore for
that tinme frame than the nost recent couple of years.

DR. RONE: [off mcrophone.] So what do you
think the Medicare margin actually is?

MS. RAY: The Medicare margin is 2.7 percent
if we -- when we project out from 2001 to 2004, if we
i ncrease the share of injectable paynents relative to
conposite rate paynents from 41 percent to about 43
percent .

MR. HACKBARTH: And if we assune that there's
no grow h.

M5. RAY: Then it would be 2.1 percent. |I'm
sorry if I wasn't clear the first tine.

DR RONE: So it's 2.1 to 2.7 percent.

MR. HACKBARTH: 2.1 if the relationship
bet ween injectables and dialysis stayed the sane as it
was in 2001.

M5. RAY: Yes.

MR. HACKBARTH. 2.7 if injectables d continued
to grow relative to the conposite paynent.

MS. RAY: Yes.

So to summarize our market factors, again no
systematic problens in accessing care for beneficiaries.
| showed you at the last meeting that providers seemto
have sufficient capacity to treat patients. The nunber
of in-center henodialysis stations is keeping up with
patients. There is a growi ng volune of services, as
i ndi cated by the paynent data. W see inproving quality
on sone neasures. And there appears to be sufficient



access to capital.

So noving to the second part of our update
framewor k, how shoul d Medi care change paynents in
cal endar year 2005? There are two inportant factors to
consider here. The first, our framework reflects our
policy goal that in the aggregate providers should be
able to inprove their efficiency while maintaining
service quality.

The second is the change in input prices
bet ween 2004 and 2005. Past years we've solely relied
on the Comm ssion's market basket to estimate the costs
in the next paynent year. And so the Conm ssion's
mar ket basket estinmates costs will rise by 2.3 percent
bet ween 2004 and 2005. OCMS just released their dialysis
mar ket basket, they released it this year. This market
basket estinmates costs will rise by 3 percent between
2004 and 2005.

Qur likely directionis to nove to the CVS
mar ket basket in the future. However, we have a few
technical issues that we raised in our Cctober report on
noder ni zi ng the dialysis paynent system and we woul d
like to work with the Agency on these issues. The two
i mportant issues are the weighting of the cost
categories and the change in the distribution of
services when audited data are used.

So using these two market baskets and
i ncluding our policy goal for productivity, we estinate
that efficient providers' costs will rise by 1.4 to 2.1
percent between 2004 and 2005. That tenth of a percent
difference is because of the new dial ysis nmarket basket
that CMS just rel eased.

Let's just briefly discuss the two inportant
paynment changes by DI MA in 2005. DI MA increases the
conposite rate by 1.6 percent. DI MA al so nmakes anot her
i nportant change to the outpatient dialysis paynment
system It case-m x adjusts the paynent for conposite
rate services and the difference between paynents for
and the cost of injectable drugs. That is the spread on
the injectable drugs. It also pays the acquisition
costs for injectable drugs.

Just to let you know, to keep this in mnd,
that CBO scored this latter provision, the case-m x
adj ust mrent and the payi ng based on the acquisition



costs, as budget neutral.

So this led us to our draft reconmendation
t hat Congress should maintain current |aw and update the
conposite rate by 1.6 percent for cal endar year 2005.
This woul d have no spending inplications relative to
current | aw

DR. RONE: Thank you, Nancy.

| need sonme help and here's ny concern.
Somewhere along this logic train |I'm nmaking a serious
m st ake but Medicare is the major source of revenue for
many of these facilities. And thus, the Medicare margin
is probably a reasonable proxy for the overall margin
unl ess conmerci al payers such as nyself are paying
sonet hing that's nmuch, nuch higher and represents a nuch
| arger portion of the population, and I think we do.

But you can tell us what the overall nmargins are.

You're tal king about overall margins depending
on this one issue we're tal king about. Pre-tax, |'m
assumng, this is pre-tax of 2.1 to 2.7 percent, and CMV5S
says the costs are going to increase 3 percent. W
differ alittle bit with their analysis and we think the
costs may increase sonewhere between 1.4 and 2.1 percent
and we're going to increase by 1.6 percent. W're going
to drive these people out of -- | don't understand how
t hey can have access to capital at that rate. | don't
understand how their stock prices are doing so well. |
don't understand why nore people are entering the
market. There's something wong here. Wat am |
m ssing? Were are they nmaking the noney?

DR. NEWHOUSE: [off m crophone.] Epo.

DR. RONE: But epo is paid by Medicare.

MR. HACKBARTH. The margin is cal cul ated
i ncludi ng the drugs.

DR. ROAE: No. The Medicare margin was 2.1 to
2.7 inclusive, everything that Medicare pays for. So
that's not the answer. \What is the answer?

DR. MLLER Let nme ask one thing to clarify.
The margins that we reported, the 2.7, includes the
drugs and the conposite rate?

MS. RAY: Yes.

DR MLLER So that's the first
clarification. And then the second point is this
update, the 1.6, applies to the conposite rate?



MS. RAY: Yes.

DR RONE: So is there any increase in the
drugs?

M5. RAY: Drugs will continue to be paid as
t hey occur --

DR. ROAE: But this DIMA thing is budget
neutral .

M5. RAY: That's right. For 2005, that's
right.

DR. ROAE: So why woul dn't a prudent investor
buy a share of these -- | nmean, | nust be m ssing sone
huge thing here.

MR SMTH  [off mcrophone.] Budget neutral,

Jack, doesn't nmean | ess noney. It neans |ess noney
relative to current law. It will be nore noney --

DR. ROAE: | understand, but is there enough
there to make this a -- are these pre-tax margins, first
of all?

M5. RAY: The margins represent Medicare
paynents to all owabl e costs.

DR RONE: So if we take a nunmber like 2.5, so
that's 1.5 after tax. That's inconsistent with the
access to capital, the stock performance, the increase
inthe -- isn't it?

MR. HACKBARTH: | think, in part, Jack, this
is why we |look at factors other than just the nmargin.
Al'l of the other indicators, including the rapid growh
of the for-profit piece of the industry, suggest to ne
that the paynents are adequate.

DR. ROAE: | understand. | agree. Are the
returns on capital -- do you know what the returns on
capital are?

DR. RElI SCHAUER: You don't | ook at the margin
on revenues to determne the profitability of a conpany.
| nmean, supermarkets operate at |ess than 1 percent.
It's the invested capital.

DR. ROAE: | understand. | just asked what
the return on capital was.

M5. RAY: 1'd have to get back to you on that.

DR ROAE: [I'mnot trying to make a case for
or against. I'mjust trying to connect all these dots

and |'masking what I'mm ssing. And naybe the returns
on capital are 35 percent, for all | know. But | would



think this is a pretty capital intensive business and,
in fact, they're not that high. But | don't know.

It's a puzzlenent, but thank you for telling
me how you neasure the profitability of a conpany. |
appreciate it.

DR. REI SCHAUER: You asked what you were
m ssing and you beat up Nancy left and right. And then,
at the end, you try and slip in sonething so we don't --

DR. RONE: That's why | thanked you but |
slipped it in before you nentioned it.

MR. HACKBARTH:. Usually, it takes us a while
to get to this point, and here we are the first
presentation. Sheila?

M5. BURKE: Nancy, good job. | have a couple
of questions on the chapter and how we descri be what's
goi ng on as conpared to Jack's issue around the
recomendat i ons.

Twofold. One, there is a discussion in the
chapter about two-thirds of free-standing facilities
that were opened and your comment about the continued
openi ng of free-standing, and the conment nmade that the
openi ngs suggest that there is adequate profitability
and access to capital.

What is not discussed in the chapter at al
is, in fact, the inplications of the absolute decline in
non-profits, the continued decline and the continued
increase in for-profits and what, in fact, is occurring
with respect to the non-profits. There is an
observation that's specific to the adequacy related to
for-profits. There is nothing about why, in fact, we
continue to see a decline in non-profits in our
di scussion. And so that's just an area that we may want
to give sone attention to.

The second issue is really nmy trying to
understand, although this is a relatively smal
per cent age of the population, and that is what is
occurring with those patients who have chosen to do in-
home as conpared to in-center dialysis?

In the conversation you talk a bit about the
inequity of the treatnment of drug costs for the hone-
based patient who only has epo taken care of, but none
of the other drug costs. And of course, the new
legislation will potentially exacerbated -- well, it
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certainly won't do anything to address has issue with
respect to the in-hone patient.

| wondered whether there was attention that
needed to be given to that patient, what was happened
with respect to the equity issues with the in-hone
patient, whether the policies in fact continue to
encour age people to go in-center, and if there is a
reason to do that for purposes of quality. Because the
other issue that is not specifically pointed out is you
note that there has been sone progress in the context of
sonme neasures but less so in others. Wat | don't know
is whether there is a difference between the neasures
quality and the inpact on the in-center patient and the
at- hone patient, whether we see dramatic differences,
whether it is in nutrition issues, presence of anem a,
issues in ternms of the site treatnent.

It would be hel pful to understand do we want a
policy that, in fact, encourages people to go in-center
as conpared to stay at hone? And has there been a
radi cal difference, or is there a real difference in the
qual ity indicators between those two sets of patients?
And if there is, then it would seemto nme that should
relate to sone kind of a policy over the long termin
terns of reinbursement and what it is we want to
encour age or di scourage.

Again, it's a relative small percentage of the
popul ation but it is still a continuing popul ation that
has chosen peritoneal and chosen to stay hone.

M5. RAY: Right. Just two points to add on,
and we will definitely augment the chapter with the
quality informati on and address those points. Just two
poi nts right now, however.

Renmenber that the conposite rate as its
constructed right now actually gives an incentive for
peritoneal dialysis. And despite that incentive, and I
included this in your mailing materials, the proportion
of peritoneal patients has declined roughly by about 10
percent in the |ast decade.

MR. FEEZOR: [off m crophone.] Incentive to
whont

M5. RAY: If you just |ooked at the conposite
rate paynment to the provider because peritoneal costs
are, on average, lower than the in-center because you



11

don't have the capital costs.

DR RElI SCHAUER: Nancy, on page 16 you
referred to the fact that sonme of these chains have
their owm |aboratories and it wasn't clear whether you
wer e saying they nake excess profits in the | aboratory
busi ness and those aren't reflected in these margins,
that they overuse | aboratory service because of this. |
think if we're going to put sonething like this in, we
have to say why we're doing it and whether it's really
rel evant whether that's within the same corporate entity
versus there's sone i ndependent | aboratory sonewhere

that's making a bundle on this. It sort of made nme a
l[ittle unconfortable the way we had it in the text.
M5. RAY: | was not in any way neaning to

suggest that there's any overuse of |aboratory services.
Rat her, there are certain |aboratory tests that are paid
for outside of the conposite rate if they go above a
certain amount per nonth and so forth. So those are
sent out to the | aboratory and Medi care pays the

| aboratory. It just so happens that the national chains
own their own | aboratories.

So the paynments and costs associated with
t hose services that are associated with the dialysis
treatnment are not included in our paynment margin.

DR. RElI SCHAUER: | understand that, but we
don't want to have a paynent that's adequate only if you
run a |l aboratory on the side. Wat you're basically
saying is so these guys mght not go out of visit
because they're selling cars or doing sonething else on
the side. But that's really not relevant to what the
paynent |evel should be for dialysis treatnent.

M5. RAY: | was not suggesting that, but in
keeping wth our recommendati on of broadening the bundle
and including all services to the extent possible
associated with the dialysis treatnent, just |ike our
mar gi ns have included the use of injectable drugs in a
perfect world, we have included separately billable
drugs, we would want to include these separately
billable | ab tests because they are associated with the
dialysis treatment. And we can't because it would be --
wel |, we not yet because it's a very tough clains |evel
anal ysis to do that.

But the fact renmains that | think ultimtely
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we woul d want to include these in the broader bundle.
And that's why | nentioned them when we're thinking
about paynent adequacy.

DR. REI SCHAUER: [off m crophone.] | agree
with that but there's sort of an i nnuendo here.
M5. RAY: | hear you. W' Il address that.

MR. FEEZOR: Nancy, three questions. Sheila
touched on one about the quality of home versus
institutional. But in your access, was there any
significant difference between CON and non- CON st at es,
that you could determne? O was that discernable?

M5. RAY: | did not do it that way. For the
next cycle we could take a | ook at that.

MR. FEEZOR Moving to the patient
satisfaction survey that's comng online, will we be

able to break down -- will that, do you think, reflect
such issues as drive tine, so that we'll have yet a
finer, nore granular cut in ternms of access?

M5. RAY: |'msorry, excuse nme?

MR. FEEZOR: W have a patient satisfaction
survey that's comng online, right? | was just trying

to find out if that would hit such things as differences
bet ween say small facilities versus large facilities,
drive tines, and things like that. Do you know?

M5. RAY: 1'magoing to have to check with AHRQ
and CVMS to see exactly what measures they're including.

MR. FEEZOR: Do you know whet her any of the
I icensure requirenents which of course is largely state
as well, whether they have any required backup capacity
so that if in case of disasters or major dislocations?
|'"d love to hear that. That's sonething we've seen sone
experience in that probably needs to be | ooked at, not
so much fromthis body but the industry at |arge.

M5. DePARLE: At our Decenber neeting, we
tal ked sonme about using the CMS narket basket versus the
one that we had been using for sonme tine. And it sounds
like you're inclined to nove towards the CV5 one. But
in the discussion of the chapter you raised two issues
about it, that CVS does not indicate how frequently the
base weights will be updated, and that CV5 does not
specifically address whether it used audited cost report
data. Have we asked thenf? Those seemlike pretty
sinple yes or no questions to figure out.
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M5. RAY: W're in the process of talking.

M5. DePARLE: Does that nean that this m ght
change between what we vote on today and when -- it
seens |like they could answer this pretty quickly. And
if they did, then m ght we not just say okay, we're
going to use CVM5' s nar ket basket?

DR. MLLER Nancy Ann, CMS is thinking about
t hese issues. W have not gotten an answer yet.

M5. DePARLE: But we have asked thenf

DR MLLER W have asked themand | would
not anticipate getting answers between now and when we
have to go to print.

M5. DePARLE: These questions seem|ike sinple
ones and it always used to annoy nme when people woul dn't
just ask. Did you use audited cost report data or did
you not ?

DR MLLER | can assure you we're not just
sitting in our offices. W have definitely asked this
guestion and | think CMS is thinking about what went on
and what they would do to address these issues.

M5. DePARLE: Just one nore thing. | haven't
gotten to make this point yet this norning. |Is this
2001 data we're basing this off of, aml right?

M5. RAY: The cost report? Yes.

M5. DePARLE: So we're making a recomrendati on
for 2005 and, | know you agree with this but...

M5. RAY: The 2002 cost report file had about
40 percent of all the facilities. It was just way
underreported conpared to previ ous years.

M5. DePARLE: Let's break that down. That's
because they don't turn themin on tinme?

M5. RAY: | don't exactly know the reasons for
that. It could be the facilities. It could be the FIs.
It could be CM5. There are a nunber of steps here that
are invol ved.

M5. DePARLE: It seens to ne that everyone,
all of those people, have an interest in having accurate
data. | know we do. So | don't know if there's sone
way to reflect that in our recomendations but there
aren't many busi nesses where | think you' d be making
recommendat i ons about what to pay for a year from now
based on data fromfour years ago. Thanks.

M5. BURKE: |If | could just add, Nancy and
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Nancy Ann, the sanme thing struck ne when | read in the
text that only 41 percent of the '02 cost reports were
available. And | think, in fact -- that's sinply stated
as a fact in the text. | would, in fact, say sonething
further about that, that our preference would be
certainly to have been, but unfortunately for a variety
of reasons -- sonething to highlight the fact that we're
basing it on '01 because we didn't have '02, or we only
had 40 percent of '02 is just outrageous. | think we
ought to nmake note of that fact. |It's not that that
woul d be our preference by any stretch.

DR. ROAE: On page 13, you do include the
returns on -- the termyou use is return on equity.
There's return on capital, return on econom c capital,
different kinds of ways to ook at this. But return on
equity, the range is 11 to 65 percent, which is a
nodestly broad range so it's hard to know how to
interpret that.

But you do also indicate that three-quarters
of the patients are on Medicare and that they account
for about 57 percent of the revenues. So pushing sone
nunbers around here a little bit, it does look as if
they' re making fromthe comrerci al payers, whoever they
may be, significantly nore if the costs of all patients
are the same. But since that's only one-quarter of the

patients when you add it all up, I still only get to
returns that are less than 5 percent, in the 3 percent
range pre-tax. So it still is nodest.

Al though as | say, it seenms inconsistent with
the stock prices going up and the access increasing and
everything else. So it just doesn't seemto neet what
nost investors would see as attractive. So | think it's
worth pushing this around, talking with sone anal ysts
who are in this space and getting a sense of it so we
can connect the dots.

MR SMTH  But, Jack, as you push the nunbers
around, | the problemis you're still assum ng that the
return on capital is the weighted average of the margins
fromdifferent payers. |It's not true. The return on
capital is the pre-tax profit of the operation over the
equity invested by investors.

DR. ROAE: |'maccepting the return on capital
on page 13.
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MR SMTH | understand but the return on
capital and the wei ghted average of the margins by
payers will not be equal. These folks are in the real
estate busi ness, anong ot her things.

DR. RONAE: | under st and.

MR SMTH So trying to figure out why they
aren't the sanme thing, | don't think, is a very usefu
exer ci se.

DR ROAE: |I'mnot trying to equate them |

see them as rel ated not necessarily orthogonal but two
separate ways to | ook at the valuation and |I' mjust
trying to understand with the nunbers we're given why --
it just looks to nme |ike maybe they're nmaking a | ot nore
on Medicare than we're calculating is the point here.
That's nmy point because if they weren't why are they
doi ng so wel|.

MR SMTH  That's a possible inference, for
sure.

DR. RONE: W just need to go through the
whol e thing again and make sure we got this right.

MR. HACKBARTH: W need to nove on to the
second recommendati on. Nancy, do you want to do that
pi ece of the presentation?

M5. RAY: Recall that the Comm ssion expressed
an urgent need to inprove quality in our June 2000
report and endorsed the use of |inking paynents to
gquality. Medicare does not have a mechanismto directly
reward facilities and physicians treating dialysis
patients for inproving care and making investnents in
i nproving care. Al though adequacy in anem a status has
i nproved, other neasures have not. And, as pointed out
in your mailing materials, nortality and rates of
hospitalization remain high with very little change over
t he past decade.

W | ooked at the feasibility of inplenmenting
quality incentives for outpatient dialysis services.
And here we conclude that it does appear to be feasible.
Again, | just want to nmake it very clear by the dialysis
sector we nean both dialysis facilities and physicians
treating dialysis patients. The actions of both
facilities and physicians affect patients' quality of
care.

So we | ooked at four aspects to assess the
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feasibility of inplenenting incentives. W do have
nmeasures are avail able that are evidence-based,

devel oped by third parties, and agreed upon by the

maj ority of providers. OCMS can collect provider-
specific information wi thout excessive burden on
providers. Data on adequacy and anem a are collected on
clains. And there is an ongoing effort to coll ect
clinical data by linking facilities with the ESRD

net wor ks and CVS.

Data are available to case-m x neasures so
t hat providers and not discouraged fromtaking riskier
or nore conplex patients. As set forth in your mailing
brief, providers are required to report clinical
i nformati on about each patient when they are incident.
There are sone 17 conorbidities, patient weight, ability
to anbul ate and transfer. O course, this information
can always be augnented by Part A and Part B paynent
cl ai ms.

Finally, history has shown that providers can
i mprove upon sone aspects of quality, at |east on
adequacy and aneni a st at us.

Your nailing materials include sonme key
inplication issues that the Secretary will need to think
about when i npl enenting incentives.

We were guided by two principles when thinking
about these inplenentation issues. First, that the
incentives, there their inprovenents on quality should
reach as many patients as possible. And two, that their
adver se consequences, such as cherry-picking, should be
mnim zed.

So sone of the key inplenentation issues
i ncl ude how should quality be neasured. Here we've
di scussed basing it on a conbination of both quality
i mprovenent and neeting national averages or targets.

By using both methods, providers at both ends of the
quality spectrumw |l be able to be rewarded. In this
way we will be reaching a | arge share of providers.
Consequently, the quality inprovenent effects of
incentives will touch upon as many patients as possible.

Second, how would you pay? In here, we
di scuss basing this on a snmall share, say 1 percent of
total paynments. This would di scouraged providers from
de- enphasi zi ng other quality inprovenent efforts and it
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woul d minimze the adverse effect on providers who do
not nmeet the quality criteria.

We spent a fair anount of tinme discussing
whi ch quality measures used. Here we think that aspects
of dialysis adequacy, anemia, nutrition, vascular access
and bone di sease can all be linked to paynent.

Finally, your mailing materials include other
i npl enentations the Secretary will need to consider,

i ncludi ng collaborating with patients and provider
groups, keeping the measures current over tine,

devel opi ng uni formways to neasure the indicators, and
to verify the data coll ected.

Finally, it's worth noting that this wll
increase the admnistrative responsibilities for both
CMS and its contractors.

So this led us to our second recomendati on,

t hat Congress should establish a quality incentive
paynment policy for outpatient dialysis services. This
has no spending inplications relative to current |aw.

M5. ROSENBLATT: |'mgoing to make this point
when we tal k about MFC as well, and | think I made this
point at our last neeting. | think doing quality

incentives is great. M concern is in the context of
t he Medicare systemand the way it's funded, what does
it mean to set aside a pool of noney for this?

Because if we were doing it in the private
sector, as many do, in an HMO, a | ot of capitated
paynents end up with a withhold. And that w thhold
noney is actually set aside, a liability is established
on the bal ance sheet. You can point to it. There's
sort of real noney being put aside.

My concern in this context is just what does
this mean in the progran? O would all the providers
see this as just a way of cutting back 1 percent and the
pool of noney does not exist. That's ny concern.

MR. HACKBARTH: Let nme make sure | understand.
So your concern is that the noney "will be w thheld" but
not necessarily paid out and unless you can see it --

M5. ROSENBLATT: It will be withheld but it's
not set aside anywhere so it wll be spent el sewhere.
There's no liability set up for it.

DR MLLER Again, what we're articulating
here are a set of principles, so there's probably
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di fferent nechani sns that could be thought through, but
the cleanest way to do this would be if you decided it
was 1 percent, you would pay 99 cents on a claim have
the indication of how nmuch you've paid out. And at the
end of the year, based on whatever your neasures, cut a
second set of checks. | think that's a way it could be
acconpl i shed.

MR. HACKBARTH. Are you concerned, Alice, that
the thresholds for inprovenent will be set so high that
nobody will attain themand so there won't be any payout
of quality incentives?

M5. ROSENBLATT: That's part of it. What
then, if no providers qualify for it and you' ve ended up
decreasi ng paynents by 1 percent?

DR MLLER One of the things that we're
trying to be clear about in setting up -- well, the
slide on the principles. There's a couple of things
her e.

We said and articulated all through the |ast
neeting and this neeting, we're going to try to be very
clear on this, and this will be true on M+tC, too. So
just to get out ahead of it.

It should be both attainnent and i nprovenent.
So that a person at a lower end of the distribution, if

they nove a certain -- and there's lots of ways to do
this, percentages, points, whatever is -- they get
sormet hi ng.

The second way that you assure that the noney
travels out is you try and determ ne, either |ooking at
t he neasures or the percentages -- and the way Nancy was
speaking to this is that the nost patients are reached
by this.

Certainly initially you would want this to
travel back to -- | don't know what the exact percentage
is, but a relatively large percentage of agencies. And
you can do that by setting the standards in a way that
you're nmoving up the tail of the distribution.

Anot her point is that Nancy has said very
clearly that what we want to do with this is bring in
new neasures over tinme. So where everybody is, one
concern you m ght have is everybody's already at this
particul ar nmeasure. But she's been tal ki ng about -- and
this is where I'mgoing to lose it here really quickly -
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- but nutrition and vascul ar access. Those are new
measures and this is the way you keep quality

i nprovenent noving is noving up on existing nmeasures and
bri ngi ng new nmeasures in. And arguably facilities
shoul d be able to play on all of that, those di nensions.
| think that's the thought.

MR. HACKBARTH: There are many specific
deci sions that need to be made to operationalize this
concept of an incentive paynent. And we're not CMS.
We're not an operating agency. We're not really in a
position to dot all of the I's and cross all the T's. |
t hink we woul d be goi ng beyond our expertise if we try
to define it down to every |last detail.

Conceptually, it is not our intent to wthhold
nmoney and then not pay it out. Qur goal, the objective
here is to provide a reward for inproving quality. |
think it's entirely appropriate for us in the text to
enphasi ze that we want the noney paid out to reward
i nprovenent. It's not about trying to find another way
to take noney out of the system

But | don't want to go so far as to define
formul as on exactly howit's going to be paid out. |
think that would be inappropriate for us to do.

M5. ROSENBLATT: Can | just push it a little
bit nore and ask the question is it feasible for these
paynents to be nmade? These types of paynents are made

by Medicare internediates. | don't see Medicare
internediaries being able to do this. | think CM5
itself would need to do this, | don't know, maybe issue
nmenos to -- it just seens to ne the inplenmentation of

this is pretty difficult.

| know we can't think through all the details,
but I'"mjust trying to get us to think through at sort
of the first cut, are we reconmendi ng sonet hi ng that can
real |y happen?

M5. RAY: | would just like to put on the
table that CVM5 is already proposing to |link paynent to
guality in the new ESRD di sease nanagenent deno. So |
t hi nk the agency has al ready thought through sone of
t hese issues. Again, in the new deno, they wll again
be paying both on the basis of inprovenent and
attai nnent.

DR. NEWHOUSE: | thought the anal ogy to what
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Alice was raising first was was this object neutral ex
ante or ex post? So the anal ogy would be to the
hospital outlier systemwhere the threshold is set ex
ante, 5 percent is knocked off the base rate, and then
however much noney is paid out is paid out. And it may
or may not be 5 percent at the end of the day versus
sonme systemthat, in fact, guaranteed that 100 percent
woul d be paid out at the end of the day.

| don't have a strong view about whether we
shoul d comment on whether this is budget neutral ex ante
or ex post, but | think there is still an issue there.

DR. ROAE: Nancy is probably expecting this
comment, but | think there are two things about this
that are really interesting and inportant. One is that
it begins to mgrate froma dialysis programto an end-
stage renal disease program which is what it's supposed
to be, because we're picking up nutrition and --
al though that albumn |evel is a neasure of adequacy of
managenent of dialysis patients, it's managed by
physi cians in many ways. And picking up bone di sease
and prescriptions for bisphosphonates and vitam n D and
calciumnonitoring, et cetera, is done by physicians, et
cetera, not a dialysis facility, per se.

Al t hough, if you put noney in for quality it
will give the dialysis facilities incentives to hire
nutritionists to spend nore tinme with the patients while
they're on the machi nes making sure their diet is
appropriate, et cetera, because the patients are captive
there while they're being dialyzed. So I'minterested
in that.

| think we shoul d enphasi ze sonewhere in the
chapter the business about transitioning froma dialysis
programto an end-stage renal disease program and point
to the di sease managenent denonstration as anot her
i nportant step there, Nancy.

The second thing I would say, though, is on
page 29 you -- | won't use the word admit, that's not
quite fair -- but you indicate that nmany of these
out cones are influenced or can be influenced by both the
doctors and the dialysis facility. But it's not clear
to ne after that that any of this quality noney is going
to the doctors. It sounds like it's all going to the
dialysis facility.
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And |'ve got to tell you, it's really al
about the doctor. | nean, it is really all about having
physi ci ans who are understandi ng that these are very
i mportant things and that there are new devel opnents al
the tine, and they're in touch with the patient.
They're getting a capitation fee on a nonthly basis
al ready. They've been doing that for years. There's no
reason why, vis-a-vis what Alice says, there can't be
sone additional quality paynents in the capitation.

M5. RAY: We will work on the text to make
sure it is crystal clear that we are referring to both
dialysis facility and the doctors receiving a nonthly
capi tated paynent.

MR. HACKBARTH: Shoul d we include that in the
bol d-faced recommendati on?

M5. RAY: W can definitely --

MR. HACKBARTH. | think we ought to include it
actually in the | anguage of the bol d-faced
recommendation, that this applies to both the facility
and the physi ci an.

DR. ROAE: You say it on 29 but then you talk
about providers. And to be fair, in the context of
every ot her docunent we've ever seen in this, provider
nmeans dialysis facility.

M5. RAY: You're right.

DR RONE: So if | were representing the
nephrol ogists, 1'd say let's be explicit.

M5. DePARLE: Jack made one of ny points,
whi ch was about the doctor. | guess in response to
Alice's point, and Nancy made this argunent herself, |
think it is possible to do this. | don't think it's
easy to do it, especially when you also involve the
doctor. But | said last tinme and I'll say this tine,
that 1'ma little concerned about doing it on a budget
neutral basis given sone of the data that -- now |'ve
been sitting here searching for it, Nancy, but | know
it"s in here, about the GAO report recently about sone
of the deficiencies in centers and CM5' s neglect in
oversi ght.

M5. RAY: Right. | had nentioned that at the
Decenber neeting. GAO issued a report, | think it was
in Decenber, that specifically |ooked at CM5' s and
state's -- their survey and certification efforts, how
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well they're inspecting facilities. They found
deficiencies in that. However -- and, of course, they
suggested that CM5S and the states inprove upon these
gqual ity assurance efforts.

he report al so does nake note that there has
been sone inprovenent since GAO s report prior to this
one. So | think that's inportant to note, too.

And | also think the quality assurance
reflects Medicare ensuring m ninmal standards of care,
whereas the incentives as we've laid them out address
trying to inprove quality of care. Both are inportant
aspects, clearly. And | think there are ways to inprove
the quality assurance system for exanple, having CMS
use internedi ate sanctions and posting the data on the
conpare website. MedPAC nade recommendati ons on that.
And | think the incentives target a different angle of
quality, trying to inprove the | evel and narrow the gap.

MS. DePARLE: | guess | was just surprised,
maybe | shoul dn't have been. But | was surprised at the
| evel of deficiencies anmong sone of the -- and the
percentage of centers that had them And | don't think
we know. | think what you're saying is the oversight
may have inproved. Frankly, that's a function of the
di scretionary dollars that the Agency gets for survey
and cert, and they have to do annual nursing home
surveys and they don't have to do annual dialysis center

surveys. It's just that sinple.
But given the |levels of deficiencies, | just
have sone concern -- it's a small about, 1 percent of

paynents. And if we believe that paynments are adequate,
| suppose it's not that nmuch. But | have a concern
about that.

M5. RAPHAEL: | renenber in the text that you
sent us, Nancy, one thing that surprised ne was that
mar gi ns and cost had no correlation with outcones. In
fact, | think you indicated that the higher the margins,
t he poorer the outcones. |'mnot sure | got that
correct, but could you just explain that because | think
it pertains to this issue.

M5. RAY: That was our analysis that we
publ i shed in our June 2003 report where we | ooked at
out cones and providers' costs. And there we did not
find, with conposite rate costs, we found little
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associ ati on between hi gher costs and outcones. W found
no significant association there.

DR MLLER So a facility m ght argue that
t hey have higher costs but then you' re getting higher
quality. And that's why we went through this exercise
and we can't establish that relationship. That's part
of what makes us a little nore confortable wth..

MR. HACKBARTH. Wy don't you put the first
recommendati on up? All opposed to the draft
recommendation? All in favor? Abstain?

Recommendation two. This wll be anended as
we di scussed to nmake specific reference to physicians.
Al opposed? All in favor? Abstain?

Ckay, thank you. Next up is Medicare+Choice.

M5. BURKE: den, just while people are com ng

up. In the second recomrendation the suggesti on was
there was no cost inplication. | thought | saw a
reference in the text that discussed that it m ght well
have sone additional adm nistrative costs. |'mnot sure

that no is a fair representation.

MR. HACKBARTH. Sheil a's making the point that
there will be an administrative cost attendant to
i npl enenting the quality incentives.

M5. BURKE: Potentially.

MR. HACKBARTH: But we say it has no budgetary

effect.

DR. MLLER  Your point is well taken. A lot
of what we're doing when we do this -- and this is nore
technical than we need to get into -- we're | ooking at

benefit baselines. But you're right, conceptually there
is an adm ni strative cost.

M5. BURKE: And we ought to at | east
acknow edge that .

DR MLLER | conpletely agree.



